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I. Why now concern about Industrial 
(economic) Policy?

II. How is U.S. doing?
III. A new world order emerging?
IV. Does U.S. need an Industrial Policy?

The inherent vice of Capitalism is the unequal sharing of blessings. The 
inherent virtue of Socialism is equal sharing of miseries. Winston Churchill 
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I. Why now concern 
about U.S. foreign & 
industrial policy?
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U.S. divided over Capitalism & 
Dissatisfied 



Shifting views of 
economic policy

◼ There’s a broad-based rejection of much mainstream 
economic thought of free market capitalism

◼ China’s spectacular economic development and threat 
to U.S. makes some want more aggressive buy-U.S. 
government policy

◼ China’s economic success has created a new and 
major national security problem

3Source: Jonathan Chanis, “Foreign policy, economic power, and U.S. industrial policy,” Great Decisions 2022 topic 7



4

What should be the goal of government?

Our policy, to be effective,

Must chase a suitable objective,

So, our economy should be

Both Growing, Stable, Just, and Free.

The Dog would surely be a Dunce

Who tried to chase four things at once,

Yet this is just the way we plan

The task of Economic Man!

Kenneth Boulding, Principles of Economic Policy, page 1

Equality
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Economic progress & role of government

◼ Government promotes economic progress by protecting  
rights of individuals and supplying goods that cannot be 
provided through markets  

◼ Unless restrained by constitution, special-interest groups 
will use democratic political process to fleece taxpayers 
and consumers  

◼ Unless restrained by constitutional rules, legislators will 
run budget deficits and spend excessively

◼ Government slows economic progress when it becomes 
too heavily involved in trying to help some people at the 
expense of others  

◼ Constitutional rules that bring political process and sound 
economics into harmony will promote economic progress    

One estimate is 100,000 working lobbyists and the lobbying 
industry brings in $9 billion annually. – “Lobbying in U.S.”, Wikipedia



Inflation & War now 
most urgent

◼ Thus, the current 
focus on economic 
and foreign policy
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Inflation 30%

Russia/Ukraine 14%

Immigration 9%

Climate change 7%

Election laws 7%

Health care 6%

Racial inequality 5%

Crime 5 5%

COVID-19 3%

Unemployment 2%

Supreme Court 2%

SOMETHING ELSE 7%

DK/NA 3%

Total 100%
Source: https://poll.qu.edu. 1,462 U.S. adults 

nationwide were surveyed from March 24th – 

28th with a margin of error of +/- 2.6 

percentage point

Most urgent issue 

facing the country 

today?



Foreign Policy Begins At Home

◼ Rising China, climate change, terrorism, nuclear Iran, 
a turbulent Middle East, reckless North Korea … 
present serious challenges 

◼ U.S. security depends even more on U.S. addressing 
deficit and debt, crumbling infrastructure, second class 
schools, and outdated immigration system …

◼ U.S. primacy will depend largely on whether we put  
own house in order 

◼ U.S. underperforming at home & overreaching abroad.

7Haass - President of the Council on Foreign Relations and former official of State Dept.



Many determinants of Wealth & Power, but 
economics, domestic & external order crucial
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Source: Ray Dalio, The Changing World Order, 2021



Economic power and 
foreign policy

◼ Economic power equals the ability 
to get one’s way through the production, 
consumption, purchase, or sale of a good or service

◼ Economics tends to redistribute power and wealth-
thus economic and political power are intertwined

◼ Liberalism views economic development as positive 
because it believes more prosperous societies are less 
belligerent

◼ Realism argues that economic power is a crucial 
element upon which political and military power exist

9
Source: Jonathan Chanis, “Foreign policy, economic power, and U.S. industrial policy,” Great Decisions 2022 topic 7



II. How is U.S. doing?

◼ Confidence in Washington low

◼ U.S. (GDP) to grow slower in 
2027 than 2004-13 

◼ Federal budget deficits to 
continue
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U.S. Past Real GDP Growth & Forecast



U.S. economy after a century of rising 
now falling share of world economy
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Year
GDP/Capita 

$

Population 

(1000s)
GDP ($ bil) GDP/Capita Population GDP 

GDP/Capita 

$

1900 8,038 76,391 614             388% 4.6% 18.0%           2,072 

1950 15,240 152,271 2,321          416% 6.0% 25.1% 3,664          

2000 44,727         282,162    12,620        547% 4.6% 25.2%           8,177 

2020 53,749         329,484    17,709        509% 4.2% 21.6%         10,565 

1900-1950 1.3% 1.4% 2.7% 112% 163% 134% 1.1%

1950-2000 2.2% 1.2% 3.4% 134% 70% 100% 1.6%

2000-2020 0.9% 0.8% 1.7% 72% 65% 68% 1.3%

U.S. GDP and population 1900-2020 (constant US$)

Source: Maddison Project Database (MPD) 2020 updated by World Bank indicators, Aug 19, 2021. Some 

missing data have been interpolated from other sources.

Growth US world share during period

US  World US % World

Annual growth during period



Indebtedness 
creates cycles

◼ Without credit, only way to 
increase spending is produce more 
by working harder or smarter

◼ But with credit, can also increase 
spending by borrowing and 
increasing debt

12
Source: Productivity and Structural Reform: Why Countries Succeed & Fail, and What Should Be Done So Failing Countries Succeed, by Ray 
Dalio

◼ Rising spending generates rising incomes & net 
worth, enabling more buying, spending & borrowing 

◼ When debts become overextended, bad times often 
follow which hurt the poor the most, which leads to 
political change & revolutions

Record high U.S. debt 
poses challenge



U.S. still #1 in Wealth & Power

◼ China close #2 
and rising 
rapidly

◼ Russia only 
#10, but spoiler

◼ Russia ranks 
below 60th in 
GDP/capita 

◼ China & Russia
have little soft
power

13

Rank 

Wealth 

& Power Country

GDP 2021 

bil $

GDP 

rank

1 US 22,940 1 Americas
2  China 16,863    2 Asia

3 Eurozone 11,440    3 Europe

4  Germany 4,230      5 Europe

5  Japan 5,103      4 Asia

6  S Korea 1,824      11 Asia

7  India 2,946      7 Asia

8 UK 3,108      6 Europe

9  France 2,940      8 Europe

10  Russia 1,648      12 Europe

 Anguilla Americas

Source: Country Power Index 2022, Ray Dalio, 

Economicprinciples.org



◼ Ukraine war may spark a                                       a 
new world order?

◼ If Russia is defeated,                                                    
states including China,                                                                  
will think hard before                                               
attacking others

◼ But if Putin succeeds, American pipe dream of  “rules-
based world order” ends

◼ Changes in world order? Less globalization, more 
climate change stress, greater China-U.S. tension, 
diminished Putin’s Russia and lesser support for U.S. 
global leadership 14

III. A new world 
order emerging?



A new global era is beginning

◼ 1991-2022 was based on … global war on terror, European            
Union, China emerging, Russia asserting itself ….

◼ [That] era … is coming to an end, and a new era is beginning. …China, 
the U.S., Russia and Europe – are undergoing profound changes. 

◼ For Russia, the invasion of Ukraine is only the latest and most important 
attempt to reverse the events of 1991. But with a per capita gross 
domestic product ranking of 86 …and being outperformed by Ukrainian 
forces, it can hardly be considered a major military power. …

◼ The war in Ukraine has also changed Europe. …The trans-Atlantic 
relationship has been given new life [&] greater commitment to 
military…. 

◼ China … now … can’t sustain its growth rate. …

◼ The United States is still the strongest power … despite domestic discord 
and economic pressure. … The prior assumptions about Russia and 
China as emerging powers are now questionable …. U.S. will be one of 
the pillars of the transition to the new era. 

15
Source: The Beginning of a New Era, By: George Friedman, Geopolitical Futures, May 3, 2022



Sources of power shifting –
from military to economic

◼ Prosperity and wealth allow a state to fund higher 
defense budgets, increase weaponry, support more 
innovative technology, and carry out actions to induce 
or coerce others, while reducing its own vulnerability

◼ But military power now less useful as globalization, 
supply chains, enhanced digital revolution, impact of 
new media, spread of nationalism, have elevated the 
role of economics international competition

◼ As Pres. Biden has said “in today’s world, economic 
security is national security”

16Source: Jonathan Chanis, “Foreign policy, economic power, and U.S. industrial policy,” Great Decisions 2022 topic 7



China is playing by a 
different set of rules

◼ China’s mercantilism or “state capitalism” places state 
resources behind selective companies and industries

◼ China’s ambition is to become a superpower by 
fostering growth in key areas of supercomputing, 
artificial intelligence, and new energy vehicles

◼ Belt and Road Initiative used to induce or coerce other 
countries to bend to China’s interests

◼ China is a revisionist power- doesn't accept status quo

17Source: Jonathan Chanis, “Foreign policy, economic power, and U.S. industrial policy,” Great Decisions 2022 topic 7



Biden, as did Trump, believes U.S. 
is losing its competitive position

◼ Using policies such as tariffs, “buy American,” foreign  
sanctions, efforts to re-shore critical manufacturing 
and revitalized by creating “industries of the future”

◼ Biden officials believe that the traditional economic 
approach “got a number of things wrong and 
significant correctives are overdue” 

◼ This contrasts with role of government best confined 
to supporting competitive markets and intervening 
when these markets fail

18
Source: Jonathan Chanis, “Foreign policy, economic power, and U.S. industrial policy,” Great Decisions 2022 topic 7

Adam Smith – “Peace, easy taxes and tolerable 
administration of justice”



What’s different now?

◼ Belief that competition with China increases need to 
focus on industries in support of national security

◼ Previous arguments of closer ties with China are now 
less supported

◼ There is also changing attitudes toward capitalism-
especially among the younger generation 

◼ Younger generation frustrated and angry of their lack 
of opportunities and believe “trickle-down economics” 
does not work

19Source: Jonathan Chanis, “Foreign policy, economic power, and U.S. industrial policy,” Great Decisions 2022 topic 7

U.S. no longer 
land of upward 
mobility



IV. Does U.S. need 
an Industrial Policy? 

◼ Will a more involved U.S.                            
government help the                                        
economy revive?

◼ Current discussion of industrial policy in U.S. not 
simply about whether to support specific companies or 
industries, but about trust of government and its 
ability to manage the economy and deal with a rising 
China.

20
Source: Jonathan Chanis, Foreign policy, economic power, and U.S. industrial policy, Great Decisions 
2022, Topic 7



Policy choices of pro-market vs. pro-
government

21

Democratic Autocratic

Capitalism is what people do 
when left alone. 

In state capitalism, market is a tool 
that serves rulers rather than as an 
engine of opportunity for the people.



The Great Decision: What economic 
policies for the changing U.S. situation?

◼ Should U.S. pursue more intervention by industrial 
policy or reconfigure past policies?

◼ Will capitalism facilitate economic prosperity and 
national security?

◼ Will capitalism “pick” the right industries or should 
government give a nudge? 

22
Source: Jonathan Chanis, “Foreign policy, economic power, and U.S. industrial policy,” Great 
Decisions 2022 topic 7



What is Industrial Policy?

◼ Industrial policy = promoting (or not) a sector or 
industry identified as critical for competitiveness or 
national security

◼ Ways of targeting specific firms or industries

◼ Tariffs, import quotas & other trade restrictions

◼ Direct subsidies, tax credits, or exemptions

◼ Domestic procurement requirements 

◼ Direct state investment 

◼ Currency manipulation 

23

Source: Jonathan Chanis, Foreign policy, economic power, and U.S. industrial policy, Great Decisions 
2022, Topic 7



Domestic economic & foreign 
policy are becoming closer 

◼ Big foreign policy issue: To what extent can U.S. 
harnesses its economic power to secure its national 
security

◼ But it also is a question about popular trust or mistrust 
of the government and its competency

◼ It’s also about China’s rise and how the U.S. responds 
to its state capitalism

24Source: Jonathan Chanis, “Foreign policy, economic power, and U.S. industrial policy,” Great Decisions 2022 topic 7



How can government improve 
business environment?

◼ Increased public spending on R&D

◼ Strengthening education and worker training

◼ Improving the infrastructural network

◼ More flexible labor markets

◼ Working through public-private partnerships

◼ Steering investment through banks not directly 
controlled by the government

◼ Reducing corporate taxes

25

Source: Jonathan Chanis, Foreign policy, economic power, and U.S. industrial policy, Great Decisions 
2022, Topic 7



Pros & Cons of industrial policy

◼ Pros:

◼ China & Russia use makes for unfair competition

◼ Has worked in Asia for the miracle economies of Hong Kong, 
South Korea, Singapore Taiwan, etc.

◼ Worry that lobbyists will blunt the effectiveness and alter 
the direction of desirable policies unless government takes 
firm hand

◼ Cons:

◼ Does not work – most egregious error is government trying 
to pick winners and losers

◼ Interventions misallocate resources, cause corruption, and 
create investment bubbles

◼ Better to increase high skilled immigrants, reduce taxes and 
regulations, new trade agreements

26
Source: Jonathan Chanis, “Foreign policy, economic power, and U.S. industrial policy,” Great Decisions 2022 topic 7



Industrial policy (mercantilism) 
seen why China’s rise

◼ Seen as giving state authorities way to extract 
resources or subsidize state-owned enterprises (SOE) 
to build state power 

◼ In earlier times, mercantilism was via giving groups 
privileges and incentives such as monopolies to 
achieve public aims – e.g., British East India Company

◼ Asian Tigers, Japan, S. Korea, Singapore, Taiwan and 
later China modernized using mercantilist policies –
with U.S. support!

27Source: Jonathan Chanis, “Foreign policy, economic power, and U.S. industrial policy,” Great Decisions 2022 topic 7



Key to growth
is improved productivity

◼ A fundamental component of growth is productivity
and technological increase due to education and R&D

◼ Advances happen in many (unexpected) ways & 
actively sought by businesses

◼ But can be hampered when:

◼ Public enterprises discourage laborsaving cuts

◼ Monopoly regulation reduces care about cutting costs

◼ Businesses protected from competitors and enjoy life of 
ease behind tariffs or subsidies or licenses

28Arnold C. Harberger,  ON THE PROCESS OF GROWTH AND ECONOMIC POLICY IN DEVELOPING COUNTRIES, 
Bureau for Policy and Program Coordination,  2005, pages 4-5



Human productivity - most important 
force raising wealth & power

◼ Progress – is the evolutionary 
upward movement toward 
improvement due to adaptation 
and learning

◼ Altered by long-term big cycles-
triggered by booms, busts, 
revolutions and wars

29

◼ Big cycles are subject to shorter-term events such 
as weather, price spikes, elections ...

Progress

Big cycles

weather

When hard times come, keep your eye on the 
doughnut and not on the hole.



China has ambitious Industrial Policies to 
continue rapid growth

30

Source: Jonathan Chanis, Foreign policy, economic power, and U.S. industrial policy, Great Decisions 
2022, Topic 7



Biden is countering with 4 
strategic industries

◼ Semi conductors: U.S. global                               
share now 12% of production -
too much concentrated in Taiwan threatened by China

◼ Critical minerals and materials: Those not 
produced sufficiently in U.S. and could be disrupted

◼ Large capacity batteries: Used in electric cars and 
also for storage seen as industry for the future

◼ Pharmaceutical: Antibiotics, painkillers, hormones 
etc. 90% produced overseas and could pose health 
threat if trade disrupted

31Source: Jonathan Chanis, “Foreign policy, economic power, and U.S. industrial policy,” Great Decisions 2022 topic 7



May not have to mandate  
Industrial Policies – just nudge

◼ Nudge: Positive reinforcement and indirect 
suggestions in contrast with legislation or enforcement

◼ Alter behavior in a predictable way without 
mandating, forbidding any options or significantly 
changing their economic incentives

◼ But nudging may be criticized as psychological 
manipulation or social engineering

32Source: Nudge theory, From Wikipedia



U.S. industrial policy
Summary & Conclusions

I. Why now concern about Industrial (economic) Policy?

◼ Many dissatisfied and rising Great Power competition 

II. How is U.S. doing?

◼ Economy slowing & global power advantage shrinking

III. Is a new world order emerging?

◼ Yes, Ukraine war and great power competition are 
ending post Cold War era globalization & cooperation 

IV. Does U.S. need an Industrial Policy?

◼ U.S. still #1, but shouldn’t be complacent, yet don’t
want to overreact and kill the golden goose

33Next & last class, May 12: Biden Foreign Policy



Discussion questions

1. “Industrial policy” emphasizes substantial government 
intervention in a nation’s economy. What are the benefits and 
consequences of this intervention?

2. How would increased government intervention in the economy 
affect U.S. relations with allies and other countries? 

3. Which U.S. industries, if any, are most suitable for industrial 
policy? 

4. Neo-liberal economic theory has been prominent in several 
U.S. administrations. President Biden’s push for “industrial 
policy” represents a stark break from this theory. What factors 
have caused this change? Is it warranted? 

5. There is disagreement over what contributed to China’s 
economic growth, i.e., liberalization or industrial policy. Which 
do you think is the reason for this growth and why?

34



◼ Real GDP of no countries, except Euro Area, projected to grow 
faster than 2004-13 average

◼ China growth to be less than half 2004-13 average rate

◼ Japan expected to grow only 0.4%

◼ 2021 saw a recovery from 2000 Covid year, but return to more 
normal levels

◼ Russia, as did China, grew well during Putin’s 2004-13 oil 
boom, but several bad years since

◼ India slow growth projected for the future 
35

Country
Average 

2004–13
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2027

US 1.8 2.3 2.7 1.7 2.3 2.9 2.3 –3.4 5.7 3.7 2.3 1.7

Euro Area 0.9 1.4 2.0 1.9 2.6 1.8 1.6 –6.4 5.3 2.8 2.3 1.3

Japan 0.7 0.3 1.6 0.8 1.7 0.6 –0.2 –4.5 1.6 2.4 2.3 0.4

UK 1.2 3.0 2.6 2.3 2.1 1.7 1.7 –9.3 7.4 3.7 1.2 1.5

India 7.7 7.4 8.0 8.3 6.8 6.5 3.7 –6.6 8.9 8.2 6.9 6.2

China 10.3 7.4 7.0 6.9 6.9 6.8 6.0 2.2 8.1 4.4 5.1 4.8

Russia 4.2 0.7 –2.0 0.2 1.8 2.8 2.2 –2.7 4.7 –8.5 –2.3 0.7 2.9

Germany 1.3 2.2 1.5 2.2 2.7 1.1 1.1 –4.6 2.8 2.1 2.7 1.1

IMF Real GDP Projections for World Powers (April, 2022)
Appendix; Supplemental Information



Cultural Contradictions of Capitalism

Capitalism flourishes because of …its success requires thrift, industriousness 
and deferral of gratifications, but that success produces abundance, 
expanding leisure and the emancipation of appetites, all of which weaken 
capitalism's moral prerequisites.

The cultural contradictions of welfare states are comparable. Such states 
presuppose economic dynamism sufficient to generate investments, job-
creation, corporate profits and individuals' incomes from which come tax 
revenues needed to fund entitlements. But welfare states produce in 
citizens an entitlement mentality and a low pain threshold. That mentality 
inflames appetites for more entitlements.

The low pain threshold causes a ruinous flinch from the rigors, insecurities, 
uncertainties and dislocations inherent in dynamic capitalism. The flinch 
takes the form of protectionism, regulations and other government-imposed 
inefficiencies that impede the economic growth that the welfare state 
requires.

36

Source: George F Will, “In France, torch has last word.” May 21, 2007
www.sptimes.com/2007/05/21/news_pf/Opinion/In_France__torch_has_.shtml>

Appendix; Supplemental Information


